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•• Motivating employees. Good pay, a comfortable workplace, and treating employees with
respect and appreciation can help improve productivity, as will establishing meaningful perfor-
mance metrics, mentoring and monitoring employees, and assessing and rewarding employees
for a job well done.

•• Establishing open and clear channels of communication. If employees trust their managers
to communicate honestly with them, they will tend to be less afraid to take the initiative to
improve the firm’s productivity. This step reinforces the importance of early and consistent
involvement by top management in any initiatives aimed at improving productivity.

Measuring Productivity in the Service Sector
Productivity is harder to measure in the service sector because the inputs used for measuring pro-
ductivity can be more difficult to assess. Unlike the manufacturing sector, customers are active 
participants in the service production process. To measure service productivity, customers should be 
viewed as inputs. For example, if some customers in a drive-through line at a fast-food restaurant 
are slow to order, they will slow down the firm’s productivity as measured by how many people it 
can serve per hour or per day. In addition, custom-
ers in a service organization often receive a variety 
of services as opposed to a goods-producing com-
pany where productivity measurements are based 
on a single output.20 For example, interior designers 
usually provide many services to their clients, such 
as designing their clients’ homes, hiring contractors 
to work on the homes, and shopping for furniture 
and décor. How should each activity be measured?

Typically, service productivity is measured by 
calculating the number of tasks performed or num-
ber of customers served in a given time period. Such 
a measure is relevant and meaningful as long as the 
tasks are routine and require minimal customization. 
For example, a fast-food restaurant can accurately 
measure the speed by which it serves customers. 

TABLE 2.4: Factors Affecting Productivity

FACTORS EXAMPLES

Product Poor product designs, lack of product standardization to achieve economies of scale, and poor quality standards 
will decrease productivity.

Process The ability of a process to produce a large volume enhances productivity. A more subtle factor is the quality of the 
production process and methods used to produce the product.

Human Resources A lack of education, skill levels, training, or challenging work can negatively affect the labor productivity of a firm’s 
employees.

Management Better planning, coordinating, scheduling, and controlling of activities will increase productivity. A participatory 
style of leadership can motivate workers to be more productive.

Technology Use of state-of-the-art technology such as computer-aided design (CAD) and computer-aided manufacturing (CAM) 
can increase productivity by reducing wasted materials and time.

Capital Good facilities, efficient plant layouts, and choosing the right machines and equipment can improve productivity.

Environment Legislative and regulatory laws, climate and weather-related conditions, and the social environment can affect 
productivity. For example, strict product standards mandated by federal agencies such as the U.S. Food and Drug 
Administration (FDA) and EPA can lower productivity.

Geographic and Cultural For companies operating abroad, language differences, the work culture, and additional holidays can decrease 
productivity.

Loading and unloading 
ultra-large container ships 
contributes to the congestion 
at U.S. ports.
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